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1 . THE FOLLOWING IS A BRIEF ANALYSIS AND PROJECTION OF NICARAGUA'S 
ECONOMY AS REQUESTED IN REF DEPTEL. 

A. MAJOR ECONOMIC PROBLEMS: (1) NICARAGUA HAS NO MAJOR, IMMEDIATE 
ECONOMIC PROBLEMS, AND ITS CURRENT ECONOMIC SITUATION IS GOOD (-3). 
THERE IS, THOUGH, EXCESSIVE LIQUIDITY IN THE BANKING SYSTEM WHICH 
PUBLIC AND PRIVATE SPENDING AND INVESTMENT ARE NOT ABSORBINB. THE 
CONSTRUCTION INDUSTRY REMAINS DEPRESSED AND THERE HAS BEEN RELA- 
TIVELY LITTLE NEW PRIVATE FOREIGN INVESTMENT DESPITE VERY FAVORABLE 
INCENTIVES. ACCORDING TO CONFIDENTIAL CENTRAL BANK ESTIMATES, NICA- 
RAGUA'S FOREIGN DEBT SHOULD REACH $825 MILLION BY THE END OF 1977 
(UP FROM $677 MILLION AT END OF 1976) OWING MAINLY TO DRAWDOWNS FROM 
LOANS CONTRACTED OVER THE PAST TWELVE MONTHS. DEBT SERVICING DURING 
1977 ($110 MILLION) WILL AMOUNT TO ABOUT 14 PERCENT OF PROJECTED 
EXPORTS OF GOODS AND SERVICES FOR THE YEAR. (NONETHELESS, NICARAGUA 
WILL PROBABLY NOT EXPERIENCE A SERIOUS DEBT SERVICING "CRUNCH" 

UNTIL 1979-80.) 
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(2) THE MOST IMMEDIATE ECONOMIC-RELATED CONCERN FOR THE U.S., 

HOWEVER, IS NOT THE RELATIVE GOOD HEALTH OF NICARAGUA'S DEVELOPING 
ECONOMY BUT RATHER IT IS THE GON'S APPARENTLY DELIBERATE POLICY TO 
DIVERT MUCH OF ITS OFFICIAL PROCUREMENT AWAY FROM THE U.S. WHICH 
HAS BEEN THE TRADITIONAL, PRINCIPAL SUPPLIER OF GOODS AND SERVICES. 

THIS POLICY SEEMS TO BE BASED, AT LEAST IN PART, ON RESENTMENT 
ABOUT THE USG'S HUMAN RIGHTS STANCE VIS-A-VIS NICARAGUA, ABOUT 
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U.S. ARMS POLICIES (MANAGUA 1506) AND ABOUT EXIMBANK’S PER- 
CEIVED NON-RESPONSIVENESS TO GON LOAN REQUESTS (76 MANAGUA 4227). 

B. ECONOMIC OUTLOOK FOR THE NEXT TWELVE MONTHS: THE LATEST PROG- 
NOSIS FOR THE REST OF 1977 IS GOOD OWING LARGELY TO HIGH PRICES 
FOR COFFEE, COTTON AND BEEF AND TO GOOD INITIAL RAINS IN THE IM- 
PORTANT WESTERN CROP LANDS DURING THE CURRENT RAINY SEASON. THE GON 
HAS ALSO BEEN SUCCESSFUL THUS FAR IN CONTROLLING THE SPREAD OF 
COFFEE RUST WHICH THREATENS THAT MAJOR CROP. ABOVE AVERAGE EXPORT 
EARNINGS AND DRAWDOWNS FROM FOREIGN LOANS SHOULD ENABLE NICARAGUA 
TO DOUBLE ITS NET INTERNATIONAL RESERVES DURING 1977. ACCORDING TO 
OFFICIAL SOURCES, TO SOME $112 MILLION. PROSPECTS FOR THE FIRST HALF 

OF 1978 MAY NOT BE SO ROSY, HOWEVER, AS THERE ARE ALREADY SIGNS THAT 
COFFEE AND COTTON PRICES ARE FALLING. 

C. CRITICAL POINTS: THE FOLLOWING ARE SOME CRITICAL POINTS WHICH 
COULD ADVERSELY AFFECT NICARAGUA'S GENERALLY BRIGHT ECONOMIC PROS- 
PECTS FOR NEXT TWELVE MONTHS: (1) PRESIDENT SOMOZA SUFFERED A 
HEART ATTACK ON JULY 24. SHOULD HE DIE OR BE FORCED TO RETIRE FROM 
OFFICE. PUBLIC CONFIDENCE IN THE ECONOMY MIGHT BE SORELY TESTED. 

(N.B. WE HAVE NOT YET NOTED ANY SIGNIFICANT FLIGHT OF CAPITAL 
FROM NICARAGUA SINCE HIS ILLNESS BUT HAVE NOTED THAT THE GON HAS 
BEEN STRIVING DILIGENTLY IN RECENT DAYS TO SHORE UP CONFIDENCE 
IN ITS CURRENCY, THE CORDOBA.) 

(2) WEATHER: A RECURRENCE OF SEVERE DROUGHT WOULD LESS YIELDS FROM 
COTTON, GRAIN AND OTHER CROPS AND MIGHT ALSO OCCASION ANOTHER SER- 
IOUS ENERGY SHORTAGE SUCH AS AFFLICTED THE NATION EARLIER THIS YEAR 
(MANAGUA 221). 
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(3) WORLD MARKET PRICES: SHARP DROPS IN COFFEE AND COTTON PRICES. 

IF NOT COMPENSATED FOR BY RISES IN PRICES FOR OTHER EXPORT COMMO- 
DITIES, WOULD HARM NICARAGUA'S ECONOMIC PROSPECTS. SHARP INCREASES 
IN PRICES FOR OIL OR OTHER VITAL IMPORTS COULD ALSO MAR THE ECONOMIC 
PICTURE. 

(4) COFFEE RUST: SHOULD THE GON FAIL TO COPE WITH THIS BLIGHT. 

ECONOMIC PROSPECTS FOR 1978 AND BEYOND WILL UNDOUBTEDLY BE DIM 
INISHED SOMEWHAT. HOWEVER, GON EFFORTS IN COMBATTING RUST HAVE 
BEEN QUITE EFFECTIVE THUS FAR. 

RUBENSTEIN 
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